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iBSTRiCT * 

Postseccndary educaticv budgetingr by Southern statesi 
the stat^us of forsula funding in the region, and changes in ' 
detdrsin^q -annual funding needs are exasiced in this report* Trends 
^erqing^^n siany states include: an oversill stabilizaticr cf 
€%r oils ents with vide year-to-year fluctuations possible, both 
frontraction and expansion vithib state systess, rising costs, and 
increasing q^vernsent oversight # Bhile poi^tsecctdary systess in tfie 
Southern Reqio^al Education- Board states have generally established ' 
lonq-ranqe plans, a key issue as the 1S80*s approach is hov to tie 
budqets to these plans* A central issue to be resolved is whether 
states will esphasize' sore quantitative seans (fcr aulas) ct less 
quantitative seans for fitt-ing budgets to plans* Belated concerns of 
the states axe: accbssodation to differences between fixed and . 
variable costs; inclusion of an increased sensitivity tc differences 
asonq the roles of the institutions it a state systes; and the 
ability to respond efficiently and effectively tc sere detailed 
budget reviews by state governsent, while saintaining budgetary 
flexibility* (SB) ' ^ 




^ Beprodoctions supplied by/EDBS are the best that c^n m sade * 
* . ^ frcB the original docusent* \ ^ 



ERIC 



Slit «.55.??L 



Financ 




rsi 

OS 

m 



UJ 



StMviCt' ol ti^t: S'JI'Mkmm ru^vpon;)! Eciucniion Boi:^' 



TO THE EOUfiAtJONAL ftESdURCCS 
INFORMATION CENTER (ERI0» AW 
USERS pF THE ERIC SYgTEM 



Budgeting af PostseiMNidaiy Edu^^ in ttw Elplities 



^ 

I 

ERIC 



Haw do SoiitbBro^rtAtes budget for their colleges and 
uniyersiti^? What is the atatus of formula ftindingfii 
the r^^n? What chttiges are taliihgtplaGe in deter- 
mining, annual ftmding needs? These kinds of ques- 
tions are receiving more Vittentibn as the number 
of 18 to 24 year olds 'decline^ and enrollment growth 
levels off. 

While declines in postsecondary enrollment are not 
expected to become pronounced until the early 1980s, 
ih» elemdbtary and secondary edition sectors have 
already been hit Iqr decreases. According to a recent 
study of elementary ^pd secondary schools by the 
National In^tute of Educatton/I>eciiiu>v Enroll 
, ment: The Challenge of the Conwtg Decade, *^nroll- 
ment dn>pp0d in 36 states betweeii 1971 and 1976; 
hut ^e cdst of school operationfl^fose sharply in all 50 
states at tlie same time. BnroUmeht dropped 2.3 per- 
cent nationwide while costs 'were rising 66 percentt 
during the period.'' The s^dy said there are two 
popular theories on how declhiing; enrollment will 
affect education: \ ^ ' ' 

□ That it will be highly disrupb^ to qiiality.because 
* of u&mahageable to venue ^shortfallip* and other 

problems. # 

■■ » ■ , . . 

□That it will actually result in long-sought Un- 
; provements through smaller daues and equalised 
folidiiig. " > 

The report goes on to note that recent research 
challeniies both of these views. It finds» instead, that 
^declining enrollment has had vety mixed effects, ' 
and overall, has foiled thus far to proVeke my mcuov 
shifts in the qualibr and character of km4 school 

■ 1 ^ — — fl : : — ' ■- — -^-j^ _ 

services. .. ■ 

By the start of the 198(fe, postiMcondary education 
systems in Ul^ SI^B states will be |espondin^ to 
conditions similar to thos^l how fooed by thetelemen- 
tary uid secondary^ sdhobjs. Seim^ these trends 
are already Bmer^g in many of the states: 



1) (hmrmU etmblUmthm e/ enrfUmente with wUe 
gear t $ j f em rMaetmatlei^ poeelble 

As the loiifiaiber of 18\to 24 year olds reaches a 
plateatu any gains. j|n enrollments are less lik(Bly to 
oooie from greater cdUege-gDingTatce by the tradi- 
< 'tiohal'agegroi^uid are more likely to come from 



^ older groups in the ^population. Thesef hon*' 
traiditiob^ learaerstend toenrpUpc^ and on 
a less consistent basis th)B^ traditional coUege-age^ 
students. The attendah69 of pldef grbups iftinflu- * 
enced more by external factii^tSt suchvati jkhe 
economy and special legislation accommodatingto 
their needs. Since it tues several part-time Mo- 
dents to generate the san^e inptmi^.as oxie ftiU-^ 
time studisnt, the greater, pai^ipsftkm of older^ 
groups Vill not necessarily iwdress the financial 
effects >of the decline in the hi^ 
tional college-i^ students. <^ ' 

2) Beth eoHtraetlon and expanelon within ktate 

' egeteme \, \', ^ % \ " • 

While total enrollment over an entire'state sys- 
tem may stabilise; some institutions ot pr^^ 
may contract while othisrs expand. Factors such as 
location, the occupational relevance of programs, 
and tuiUon levels will i^ect which ihstitutipns 
gain or liose enrollment as women, older, and 
^ / part-time students become Urger pflurts Jdf^total 
enroUbnent. New kinds of students wiQ tend to 
tenrbUi in 'urban institutions, in occupationally- 
lix^ed proigramsl ahd in institutions witli lower 
tuition. ' 

ZYRIeingcaete 

Costs for higher education, re^q^dless of inflation, ' 
may inorease more* than iiiatM of the 

. ^economy. Hi|^F education, Ip^ other service sec- 
tors» has jDLOt been able to increase jnrpductivity 
enoiigh tc^MBMt increasesin salaries and benefits; 
this has led^to higher averltge costs per student. 
— Al so , qualitati v e im pr py e m ei fa, in cre as ed ad- 
ministrative and external reporting rf quire- 
ments, niandatoqr social ^grams, and remedial 
and financial aid prograiDiS for students a]l point 
to more costs 'eacti year. 



Inereaehg government avenlght 

BdH the Ic^lative and executive branches are. 
"mcrea^ng'fhe intend^ with which their 8jba£b 
review bu^ts forjMstseoondary education sys- 
tems. Part of tiiis increased oversight may tedue 
to th^ expansion and inaturfttion of st^dBb. Inbw* 
most can probably be attributed to the 




public's call for grwter accountability fwin all 
state programs as priorities multiply faster than 
resources. " ' 



5) ""PropoMition ir tMue * - 

As the 1980s aipproach, state governments are 
hearing increasecf calls for limiting taxes on per- 
sonal income and property— mcgor sources of 
state re vehue. This stems in part from the publi^, 
feeling that government has grown toosmiich and ' 

L^!S^?rl'^^^^ Sirica post- ,,v« na 

secondary. edu6ation is a highly discretionary . thorit;^ All of the cooitiinating ageiidies rdy 
itemmmany/state b^^^ WuWas a central part of thL^^^^ 

' SS^^tffi^ while governing agencies u^ S^^^^^ 

tition wi^/other state ^seryices increases, Those tools to a lesser extent. OftheGl^eiaoy^TS^l^ 

"CSn^Z^^^^ kind of foS 

"^^y^ particularly jeopar-r' formula-type informal guidelijJei?w^ 



basis for guiding the budgeting process. Some 
state^ translate their plans ii^jquantitative terr 
throui^ inaithematical formulas. Other std^ aie 
choosiair to fit theiidbudggts to their planai^hrough 
^anse on lesf;^qpuantitative approaches. 
/It w clear that th« budgeting procedui^^bf a stiie 
Jagehc;^ for its postsecotidary^ducatioh^l ^ijtem Will 
V depen i in part, on the kind of authority)^lucMfesides 
j m the agency. In the 14.state SREp region, iine 
; states have agencies with coordinating'br reguli 
ppwera; agencies in five estates haw. to^ au- 

for- 



dized by property tax restrictions. 

/ . '■ ■' '/ . ■ * ■ 

Responsibilities of the State Higher 
Educajtion Agencies . 

In the statewidebudgetary process for higheredu- 
cation, the way in which requests are made by higher 
education to the legislature and ho w theexecutive and 

' legislative branches act on these requests are critical. 
Of special impprtance is how state iiyistems of ifcst- 
secondary education in the South are modifying their 

■ procedures for requesting appropriations in light 6f 
new (jonditidns. While the executive and legislatiw 
process of acting on these requests b hot examined, 
the ways in which the request process change^^ill 
cei;tainly influence these actioilis; The two parts ofthe 
pn)ces8-*the requesting and the granting— interact, 
so that it is not unreasonable to find that changes in 
how higher education asks for budgets will jeflect, 
and also determine, the way in which government 
decides what part of the request will l)e grjanted. 

" State systems of postsecondary education in the 

^uth will be addressing these emerging; conditions 



state operates without formula^. 
The greater reliance on formulas in the^tates 
1 without governing authority riiay be due to a greater 
1 need by the coordinatingiag|Bii<y to be viewed as com- 
i pletely olgective in budgeti^igf by both state govern- 
ment and the institutions.. yFor most cooreUnating 
ag^Acies this perception is ctfjitical, for they^ust re 
on the good will and coopetfetjon of the system's in- ] 
stitutions for implementeljon of pUuM> and on the ' 
support of the executive bWch imH^ b^^ 
rather than on governing authority. When the power 
to govern is introduced, an ajgency may have more 
latitude in which to build a budgeting process that 
does not depend on ipatheiftatical objectivity. Of 
course, a governing board values a perception of 
Equity and seeks it, but not necessarily through 
quantitative means. Since the governing board is 
identified with ijie institutii^ns, it does not have to be 
as concerned with being neutral or reaching an objec- 
tive sense of equity as deffined by both state goyern- 
ment and the institutions. * \ 

As each kind of state agehcy responds to theli^ht- 
^ning conditions ahead, a migor issue become^ how 
the state agency will mold its budgeting procedure^ 



m the unmediate future. Most.stat5liiffh©r education > ^ ' x i r ~, ~ — x-— — 

agencies have already adopte?SSg^^S2^ accurately its plan for higher education. 

. . f r . . » Hiaafiiiig Will there be more reliancepn quantitative mdekes 



asihe primary technique to bring order to their sys- 
tems' changingprbiBlesthrcJugh the next decade. The 
TTKore conlpreh^ndive.plans provide guidance for 'the 
: overall role and scope of each institution in a system 
as, a way to minimize unnecessary program ' ' 
.duplication. , : 

. , I? the hii^her educationJbudget is tied^te^ :s^W^^ 
long-range plan, a clew- definition pf iiiirtitutional . . 
role and scope also should ledd to more effectijuiise of *i 
a state's^financiai resources. Many states 491 naw 
assessing ways in which^Kpir budgeting procedures 
can be modified tp enablea more direct fit ofbudgeted > 
resolirces to the planned pattern of institutional 
roles. . *\ 

In wtighing changes in the budgeting request pro- 
cess, the^state agencies differ in their reSponses^e 
basic issue, whose resolution will determine the kind 
of budgeting to be used/concems how a state wiU 
characterize the elements of its long-range plan as a 
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by adding mpre formula detail, or wilMess quantita- 
tive procedures be used to finance a pystem's blue- 
print for orderly progress? • 

Formula Funding 

ForanUsA are quandtative; 8t^m^nts that p^ 
scribe hpwjo build a request for funding; while main- 
tapping J^an'ce among a state's institutions, pro- 
grains, and birdgetary fiinctions. While many states 
use fonnidas to construct a ftinding request, few use 
formulas to distribute the final appropriation. 
> A formula calls for a^pecific amount of draney to be 
given for each unit produced. For instance, a formula 
for* generating >doUars for mstruction ip a college 
could stipulate that for every credit hour, $20.00 will 
, be added, or that for certain numbers of students one 
teacher will be funded at a given salary rate. Nor- 
mally the rate, or the doUars per libit^, is |he same 



across all institt|tions, Institutions generate diifferent 
total dolikrs bejp^ause the number of units that are 
combined, with the rates differs across institutiohs. 

The .foi;mulk' process can be' applied to other 
budgetary\ areas besides instruction. Some of>the 
simpler foitmu^s determine other parts of the in- 
stitutional budget, such as academic support, student 
services, institutional support, libraries, and plant 
operation. and maintenance, by taking^ percentage 
of the previously establis(ied instructional total. 
Other m6re complex sys.tejns of formulas have sepa- 
rate equations for each of thes^ other budget areas, 
with difp^rent rates and kinds of units. For example, 
plant maintenance may be based on the square feet to 
be maintained, and plant operation m$y have rates 
and usage estimates for funding atility costs. 
Morebver, even within a single budget.area, there 
may be more than one kind of formula. ?6r example, 
in instFuction,.while« credit hour or enrollment data 
will be used ^ "drive" the formula, 'the rates may 
vary across prbgrams (separate rates for biology, his- 
tory, English, Stc.) or by level of instruction (e.g., 



Undergraduate, master'^, doctoral, and professional). 
Within the library area, there may be different bases, 
one based on enrollment and another based on 
.number ^( faculty, each with its own rate. Some 
Mates have different formulas by kind or level of 

^ institution {e.g., university, senior college, two-yeai\ 
college). All formulas^re explicit in determination of 
so many dollars for a specific unit, and they may be as\ 

• detailed as desired. 

Before turning to the issues presented by formulas 
as finances ^nd enrollments change fpr post- 
secondary education, it would be well to mention the 
historical reasons for usinj? formulas. Fornmlas be-, 
came popular during times when state systems w^re 
growing. One motive for a state shifting to formula 
bjidgeting was to insure each institution in a sysierti. 

' an equitable^share ,'of state funds for student instruc- 
tion, research,^nd public service. In most cases the - 
need for a system to make budgeting seem more ob- 
jective or rational was the original reasdn for states 
moving to a fori^ula process. Formulas also provided . 
objective criteria for legislative and executive budget . 



Figure 1 

Formula Utilization in the United States 
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•^j Non-SREB states using formulas 



S^tes not using fonnulas 



^f^^^L^r^'^H ''/^^^^^ CpmparatK^e Analysis of the Existing Buc^t Formulas Used for Justifying Budget Requests or 
Allocating Fpnds for the Operating Expenses of State-Supported Colleges and Universities." University of Tenn^ee 1973. 
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|te agencies in responding to. budget re- \ 
Bi system's inetitutiqns. / ; 

kdspri for formulas concern! the need to 

instt^J^^^v level bf suppoii; each year. A formula , 
helps^^^Bd thisijsense of. adequacy by/ making 
explicit^|Bey elements in the budget proceSB and 
Increasing me likelihood that similar element or 
processtfL will be a baft of the resultis. Even during 
^tateyim:i]asteri1by, institutions are assured of re^ 
cei^gWlea6t minimal base funding in relatibn to 
other jjfR rnmental concerns. . , 

In fMw^th) formiilas are now prevalent, and ai^e 
used bj^Bof the 14 SREB states. As of 1Q73, only 13 
of the remaining 36 states were using formulas (Fig- , 
ure 1)- The reason for the great popularity in the 
South may be the existence 6f a large number of 
states having several megor institutions, rather th^ 
just one large scale university. A rough^analysis re- 
veali^ that many non-fonnula states have only one 
megor institution in^eir public system, due either to 
their low population (tf.^., Arizona," Idahoi Montena, 
Wyoming) ^r because, of \i large, jiiuliber of private 
institul^ons (New Englacnd states). Formula budget- . 
ing seems to have grown more often in^ states. Ili^t; 
y have a larger number of somewhajb^iitoilar institu- 
tions requiring state' rescfuroM; wnich prompts the 
_ need for-a more objective and rational way te ftigd tm 
institutions with th^e more or less equal claims. * 

Current Issues in Statewide Budgeting, 
of Postsecohdary Educatiorl » 

The. prime question is how states can develop 
))udgeting procedures that will enable an accurate 
tranislStim oftl^ state's long-range plan for Riding 
posts^condary education through the new conditions 
of the 1980s. A central issue tp be resolved is whether , 
states will emphasize mor^ quantitative means (for-i 
tnulas) or leas qudhtitattve means for fitting budgets 
to plans. This resolution in turn n&y depend on how 
Istate agencies will modify their budgeting processes 
to reflect the following concerns: 

accommodation to differences between fixed and 
variable costs; 



be greater a$jaddi,tional i^tionales for fupding are 
developed. . / ' ^ 

yi5ther statues that do not use formulas at all, or as 
!puch« believe ^'tlifi^t their non-formula^ less 
q^atititatively-base^ procedures provide greater - 
fles^ibility to iiew circumstances, as higher educatfi^n^ 
I enrollments begin to; stabUi^e. • - 



1) 



2) inclusion of an increased sensitivity to differences 
among the roles of t^e institutions in a stat^ 
system; * • j ^ 

3) ability /to respond efRciently/<uid effectively* to 
more detailed budget reviews by^'^tate govern- 
ment, while maintaining budgetfigry flexibilityA 

' Advopiles of formula budgeting point out that the 
reasonB for adoptin'g fonnula systeins in the i^st 
place^^namely to insure 'adequate base support'and a 
• fair iBhawTof state resources for higherreducation— 
still exist as a state systep moves from growth to 
' stebility or decline. There is a need for an objective, 
(iational way to budget higher education institutions 
to insure fairness and adequacy among the 
institutions. lii fact, the need for objectivity may even 



> Sensitivity to ^edttojd' V^^i^ab^ Costs \ ^ 

Marginal and iaverag^ cQBting become subjects of 
^increasing, concern difriiig' a time of enrollment 

stabiUi^^op or Sl^cline.'r, ^ \ 

' Wargmj^ 

fbr deciding ho^y ^umbCTS bif resources phould cl\ange 
to reflect fluctuations in the tiui^^bers of students or . 
Iqme other output. It is usefiil, to xon^ider th^ 
marginial and average concepts- by focu^i^jj oh- the 
actual nuBftbers of resources needed to plro^uce a cer- ; ^ 
teinuiumber of outeomes, rather tha^'oa the frosts of .. 
those resources. Considering only eclats dovbls ^he . 
relationships of iresources^to outcomes, as^^latipi): ; 
increases oosts eath year whether 0^ ho£ the4lUir^^ > -! 

] of resources increases. It is important in discussing > . 
higher education funding to realize that, because in- j 

' flation decreases purchaaihg power, total coste * : 
probably contiixudl]ly ';:ise evpn if numbers of re- ' ^ 
'sources xii^d remain'jconilant o:r deer 

^ (BritollftiiBnt charCges, thie k6y gUestion in the , 
funding prbcessis how shobld the Volume of resburces ; • • 
change, ^^s enrollmfent grows; ;using^4uer<V^ . 
source^ per student ^rask for additi^^l^r^i^oi^c^aV 
in volyi^ determining me reletionship betWeien the';'':^ 

. original nutnber of students and total resources "i^f all 
kinds, calculatihg an average resource ude for ee^h 
student, and then applying this index to each of the 
additional students. This implies that resources of all 
.kinds will be increased at a rate identical with en-' 
roUinent gi^wth (A in Figure 2). 

Budgeting resources to reflect enrollment changes 
through application of t^e marginal concept recog- 
nizes that the' number of resources does not have to 
Change ^t the same rate as the number of skidents (B 
in Figure 2). Without increasing their numbers, some 
kinds of resources, such as biiildings, administrators, ^ 
and eq[Uipuient, can . accordmodate extra student^ 
without increased in their number. Within limits, 
faculty, might even be asked to teach additional stu- 
(dentsV As enroUmlent grows, the marginal allocation 
of tesourdes takes advantage of this potential in- 
crease iri^fesourte productivity by identifying what 

. resources can accdnvmodate' extra students witjhout/ 
incr|bases ui their number or at a rate of iiicrease'thai 
is less'than the student growtlvTate.'*These resources 
arfe'said jbo be fixed. 1. 

Those remaining resources;| which must be in- 
creased to correspond with the ^increase in enroll- 
ment, ape referred to as variable. In determining the 
total 'number of resources to be added to meet the ' 
eUroUment increased, only the resources known to 
vary are included. The oyerall resiUt is that the 
^growth rate in the actual number of total resourced 
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budgeted is less than the growth rate of enroUmfent. 

Whether Resources are allocated on an average or 
marginal basis is especially»xritical as enroUmeints ' 

• declipe. Using averages assumes, that all resources 
vary vwith enrollment, leading to equal rates of de- 
cline in number of resources and enrollment (C in 
Figure 2). The marginal baisia* however, recognizes 

. that somf kinds of re^otirces cannot be cut back at the 
same rate as enrollments decline, while others can be 
(D in Figure 2). Overall, this leads to ateaiser decrease 

' in resources ihan^ is the case in using averages. 
/ The usual way to describe the relationshipof quan- 
tities of resources to enrollment/ chs^nges is j|hrough 

:th6 Costs of those resources. The change in thejposts of 
the . resources, Tiot counting inflation, }b related to 
enrollment change. The Indiana Commismon on^ 
Higher Education recently estimated these r^lation- 
'slKips for sevejral different kinds of resoxirces (Figure 



3), The relationships between costs and enrollment 
changes over a short time (one tg -five' years) were 
graded on a scalerranging from completely variable to 
totally fixedsSemi-variable denotes that part of a cost 
is variable (chang^ at same rate as enrollment) and 
part is fixed (no change as enrollment changes). 

' Several SREB states are revising their formulas in 
ways that acknowledge the existence of fixed and 
vaipable resources and associated codts. This involves 
establiBbiHg separate formulas for different ktr^ds of 
resources, geared to bases that are different frojn 
enrollment. Fer ex&mple, toostof the SREB formula 
states use something other than enrollment as the 
base'on which funds are generated for plant operation 
and mE^ntenance. Several states ha Ve more than one" 

^kindof base for this Bjngle area . These priitices illus- 
trate that enrollment is not the only influence* on 
total institutional budgets.' 
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A further example of how stated on the formula 
system of budgetmg are dealing with marginai costs 
conies jn the area of inptitutioiTaf su^)port; which in- 
chides such services'as executive and fiscal mana^e- 
- ment^.general ^dminietfcdbive, logistical, and public 
relations services. SeVepV the 12 SREB formula 
state? festa'blish slidivg dollar r^tes per student 'for 
difFerfint enrollment ranges. As enrollment ferqws, 
the rate per student decreases! The result is that 
resources in this budgetary area are increased at a 
rate lesseijrthan the rate of enrollment increase. 

The net effect of applying formula systems that 
vary the relationships of different k^nds of resources 
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^Estimates Of the Variability Of C^>$ts by' 
Indiana c^ommission on Higher Edupatidn 
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to enrollment increase is to pt|| budgeting on a mar- 
ginal cost rather than an average cost basis. Taking 
'action when enrollments ajre still increasing may 
soften the blow of (jieclining enroUmentsin the years 
ahead by applying the fiameTharginal costing^n- 
cepts to the reverse rsitilation.whenjenrollmenfs 
d&line. V • 

Thei^ are good reasons to believe that some re- 
solve costs which are highly related to enrollment 
dii^ing^wth are not as sufiject to .being varied 
downwiird as enroUmlnts decline, namely thbse of 
faculty with tenure and long-term contracts. At the 
ver/least, detailed ibrmqias can recognize that some 
resource areas of a more fixed 'variety, such as 
utilities and operation and maintenance, mu§(t de- 
crease at lesser fates than enrollments. Several for- 
mula states in the SREB region are takipg steps that 



will prepare them for the time when grbwth turns to 
stability for individual instituti6hs or for aii entire 
system, and fimdera questioA why resources "should 
not cojme off in the $ame Way they yvent on.'^^^Presum- 
. ably, these states WUH^e able to call on existing pro- 
tedures that have alVeafdy laid the basi$ fbr bi^gets to 
be built on foundations othdrljian enrollment. 
Jpn the other hand, objective formulas are only one. 
, jjfjleans for ildaptingjr tp 'slower-growth. Two state 
higher edpcatioir^y$ler(if in the regioh, which do not 
rely on formula processes iii developing thefr 
budgets, believe that their current pr6cedures will 
serve as well in stability as during growth. Much of 
the adaptability of these procedures can'be viewed as 
• a subjective of informal 'use of marginal costing 
principles.*' ' - . . ; 

•The marginal costing idea is implemented in these 
, states by first establishing that all or at le^^t defmite 
parts of last year's budget win be carried over, while 
..anya^ions to. last year's budget will t)e open to 
discussion and may^vary. The carry-over or continur 
ingjpu4^et is.usuall]j composed of last year's budget 
pWthe^otal fot personnel pay increases. With this, 
as a base, the variable part of the budget is devdoped 
through reference to a. variety of Actors including 
, enrollment chariges,.quaUtative improvements, new 
and expanded programs^ capital improvement?, etc. 
In this phase, one of the non-formula states (West 
Virginia) uses rough ratios' based on-enroUment and 
other Rerpentage indicators to establish ceiling 
guidelines. North Carolina, on the other hand, col- 
lepts requests for" new expenditures from each in- 
^^stitution and places priorities oit these requests from ■ 
the perspective of the total system. 

In arriving at a totatbqdget, both states emphasize 
that the total will depend only in part on the rate of 
enrollment change. West Virginia, which uses guide- 
lines based on enrollment changes, attempt^ to reach * 
fair figure thrbugh'cliscussions witt each institu-- 
tion.During times of increasing enrollment; this fig- - 
-ure may be more than last y^aV's base budget pluspay 
increases, but probably less 'than that indicated' 
thiDugh strict reliance on the guidelines based on 
average cost per student. However, for institutions 
that Jose enrollment, this process allows for Taat 
year's base budget, or at least most of it, to be main- 
tained. The enrollment-based guidelines may call for 
•no incrjease in the Variable part of the budget; or 
perhaps even a decrease frpm the last year's budget, 
not countingTnflationr But the concept of mar ginal 
cost, as applied through the salgectiye jud^ents of 
the budgeters, allows that an institution losing en- * 
rollmeht cannot decrease its resources on an average 
cost basis, just as its resources dcwnot have to increase 
at the pace of enn^Upient increases J' . 
^ A further way tl(at margmal costing may be 
applied: by st^te agencies to conditions>of no-growth 
without using foirojulos is by tying budget increases 
in the incremental (non-continuing) part of budgets 
to ndn-enroUmeiit related itemk lij^orth Carolina, 
budget increases have been Kased^ such factors as 
new prpgrams, renjovalX)f deficiencies, improvement 



^of quality, changes in priorities, etc. By emphasizing greater 'differentiation among Institutions can best 

"^not just enroll meiijjiut variqus other factory as bases ^ be seen ih the k^ntucky Council for Higher •E(luca-' 
for increases pvejr last year's *budj5et, a Hiverse and * tionTormulq adaptation to new institutional roles. As 
credible foqrkdavon for .justiifying future-pcr6ases ^ .plart.bf ids- instructional formula, rates for faculty, 
has been established. If ^hrollments were only part of * c6mpensation are derived by reference to out-of-state 
.the picture in the growing 1970s, i<| is held that the . benchmark institutions! There "are four 'groups-'of 

'same should be true in the stably 1980s, ' . ' benchmark institutionsV paralleling the four basic 

^ . ^ • . , ^ V ^categories b3(^w.hich the Co undl has jclassifiedf each 

Ri>le Differentiation of Institutions ^ institution's role 

As enrpllmepls ,and financial resources stabilize, ; ^ Thus, one respojise tb budgeting during stabilizipg 

. long-range planning becomes incr^singly important . ^nfrollnient arid to the increased demand for clWer 
as a strategic method through which a state system ' -institutional roles may be througTi the u^, of m6i^ 
moves into the future. A key elemerit ofthese plans is * detailed formulas that are Sensitive ^o institutional 
the more detailed differentiation of the rales of each variatioris. JFormula advocates, feel such sensitiyity. 
institution in a system. But while long-range plans can be quantified, ' ^ / 

*may establish and keep open options, a system con- 'The two non-formula states in the region (North 
stantly***inters the future" through ^shorter-range ; Carolina and West Virginia) practice a lyiore subjecr 
budgetary decisions. An important ''issue is how ' tiye system^ of budgeting for. a more differentiated, 
budgets can be tied to and reflect.^the greater detail sygt^m. A complex weighing of, institutional goals, 
and differentiation of long^ange*plans. . V current progress towafji these objectives, the nature. 

People who feel Jthat form ula* budgeting is the best ' . mix and amount of resources needed to mrfke further 
taeans of responding to stiabilization argue that for- .progress, and how the resources budgeted for one^ 
mulas can. be sufficJently detailed to capture the'role institutioft will offseithose Available tQdther ipst^piK 
differences bet>*'een a- system's institutions, thus . tion6 iri the system provides the ba^is for budgetary 

•Maintaining the value4 objectivity arid visible *ra- judgmerits'in these states. Thus, it is emphasized that 
tioriality of a formula-system. ^ lov^er division English 'at' the University j)f North ^ 

' There are several w^ys by which states have been Carolina at Chapel Hill is a very differen^^livision ; 
adapting formul^as to effect the planned differences in ^ than at UNC-Asheville, and that a budget sKould 
insti};utional roles": In deriving instructionatbudgets,' " -reflect this distinction. The reasons for the difference 
different dollar ^ates are used for diifereht disci- * can be traced to-the goals, expectations, amd activities 
plines, student level^ and institutional, types/ The >^^^of the institutions and their faculty. This point of 
TOore coniplex instructional formulas have Weill over . ^^^^^ aclftiowledges tha^ formulas might be con- 

'100 different instructional rates!^ These rates, are ^ 'Striicted in -enough detW tp. rellect the basic^diffiJr- 
then applied to the enrollment for each category. epces among'institutions, but that this would hecfc- 
While the objectivity of the formula^rocess insures • sitate a s^arate formula ^or the same progra^is in 
that like categories will be funded similarly (at t^e each institution — a pr^tice that would seem to'deny 
same rate) when entire institutions are compared, *' one'i)urpose offormu^, which is to provide a'single 
institutional differences win be apparent because en- = rationale for funding similar progra;ms in iristitu- 
rollment will c<>ncentrate in different programs ac- tions in a system.* ■ ' v 

' rogs institutions. Xotal costs will vary because fund- ' ^ ^ / ' ' . 

ihg follows those enrollment differences. [ \ Budget Review / . ' ' 

In addition to instruction,, some current formulas The 1970s have been notable for a pronounced in- 
also differentiate institutions with respect to the re- • tensificatioh of legislative and executive reviews of 
search and library functions., Kentucky and TexaSr ' budgets. As the 1980s" approach, state government 
employ distinct formulas for generating ^ome state . staffs will becd^me even more adfs^pt atbudget review, 
support for individual faculty research. The formula and ppslsecoft^kry education systems will beK:ompet- 
generates an "institutional complexity, factor" by v ' ing' even more strongly for staferesources, with the 
weighting and combining enrjollment in three differ-/ srdded htindicap of a decreased rate of enrollment 

'ent categories of disciplines. This complexity factor growth. i .. ' 

in/i^ates the degffee of research orientation .in the . • There are^twor kinds of bjQidget reyiews— one 
institution.- The index is multiplied by (a) tptal fa- emphasizirfg the justification of-i'equests, the other 
, culty compens%jbion and (b) sponsored reseaf ch.funds centering on audit^ of actual expenditures (aecouht- 
in the institution. - ' ability). Until now, budget review in postsecondary 

Fiirther examples ofhow a formulfi can be sensitive \ education donducted by the legislative or executive 
to institutioj5^1i;^qifferenccs are ^provided, by the branches has' focused on the requesting phase. Hoi^^r- 
Florida and Virginia library formulas. In pArt, V, ever, it is felt by some that, as^ resources -lighten 
Florida relates budgets for new volumes' to the"^ ' statewide and priorities "mount, there wiJl be pfes- 
number of graduate programs. Virginia categorizes surefo.rstate government to audit.actual expenditure 
.its institutions inta three groups and e&tablishes a details. Most would agree that there is a point at 
distinctive formula for staffing its research!, which accpuntability turns into control and 
universities. . , J ' v threatens in^tilutional autonomy. While- that- point 

Perhaps, the capacity of formulas to reflect the m^ay no4 be precisely known (and perhaps chaiiges 



^ 



with the tiniQs), it is felt that Matewide planning and 
budgeting procedures should include some. safe- 
guards of institutional autonomy. 

In defining how ox" what j^udgeting procedures best 
allow for these twin needs for institutional autonomy 
and accountability to state government^ it is usefal 
again to assesB the differences between *states that 
use! formulas and states that do not^ States using 
formulas see them as providing criteria which are 
clear, rational and objective for request' purpqses. 
This objectivity may be seen to benefit state govern- 
ment and institutions alike, 

Of«course, it is possible that! pi'ecedures used to 
request budgets could also be used to review Actual 
expeqditures. It is true that in most states which use 
formiilas there is no expectation or requirement that 
the dollars generated by formula be allocated accord- 
ing to lithe detailed categories of the formulas. How- 
ever, it is pointed out that the potential is there for 
budget revieVers to call for an accounting of the 
formula-generated .dollars^using^'the- formula 
catdgories.Jn Virginia, for example, there have been 
moves by tge exfecutiye branch to improve the match 
between actual faculty positions filled at a p^tain 
salary level with the niunber of podtipnfei- g^(£%^ted 
by tlje formula Across the state system. C^j/^' 

While coonjiinating-type agencies usueilly do not 
have the authority to authorize ho\^ the money 'will 
be spent, governing agencies do. The ^^te^S^^Ci^ 
with governing authority which do not useiTormulas 
feel that th^y alre^tdy are requirW to exhibit a high* 
, level of c(^rrespojidence betw^" asking and spending 
budgets, without intztfducinj^!%^ detail through 
formulas. In North C£a*61ina/ there is a^eat^al of 
control as budgets lare prepared and expenditures 
.Reviewed according to^bbih line iteih and'progra^tn , 
detail. In^^ddition, the Un^^^^ajj^ of North Carqi^la 
Sysiemns expected to send bacKany funds not spent 
on the speciffa item budgeted, fhis correlation be- 
tween' budgets and eicpenditures presents a v^ry 
different basis with wl^ich^ approach the mcrease in 
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budget review activities ahead. Against ihis . 
background,^North Carolina and \ye8t Virginia; ^ith 
governing agencies, viewformulafi as providing only 
another potential layer bf«budget detail^ for revieyj;. 

' ; Conclusion _ 

As state systems of postsecondary education ap- / 
proach a decade of relative stability in enrollment * , 
andfinances, ways must be fotpid to maintain quality - 
and support at efTecti ve levels. Certainly, lotig-ranget 
planning is the overall basis for gliding higher edu-^ ^ ^ 
cation* through the period ahead^ While statewidei ' 

. systems have generally established long^ran^ 
plans, a key issue ad the 1980s approach becoines one * |^ 

Mhow to tie budgets to these plans; for it is the bu,^^^^ 
which gives life to a plan; Given the structure and ' 
authority of their educational systems, each state 
must continue to refine itiS budgeting procedures to fit 

.more detailed long-range plans, decreased rates of ' « 
enrollment g^wth, and more intensive reviews of, . 
budgeta, " , > . 
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